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The outstanding feature of the international trade 
of the United States during recent years has been the 
enormous excess of merchandise exports. The figures, 
familiar tho they are, remain astounding. During the 
five fiscal years from June 30, 1914, to June 30, 1919, the 
exports exceeded the imports, on the average, by nearly 
three billion dollars each year. In the amounts of these 
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" favorable " balances, as well as in their character, the 
phenomena are unexampled. 1 

The exports stand mainly for loans. True, during 
the first year or two of the European war they were 
paid for, in part at least, by cash remittance. Gold was 
sent to the United States; and here again the amounts 
were quite beyond anything before experienced in the 
world's history. But these remittances, extraordinary 
as they were, could not liquidate the obligations for the 
enormous excess of exports. Loans were arranged, be- 
ginning with the Anglo-French loan of 1915, and fol- 
lowed by other issues of similar character. After the 
entrance of the United States into the war in the spring 
of 1917, the lending process still continued, but through 
a different channel. Our government undertook on its 
own account the advances which served to finance the 
ever-mounting volume of exports. No transactions 
comparable to these have ever appeared in the history 
of international lending and borrowing. The problems 
which they present are significant both for economic 
theory and for the practical exigencies of the present 
and the immediate future. In the following pages I 
shall endeavor to analyze them from the point of view 
both of theory and of workaday significance. 



II 

First, the theoretical problems. How may interna- 
tional loans be expected to influence the trade between 
the lending and borrowing countries ? 

Under the conditions which are normally assumed in 
economic theory — an existing equilibrium of merchan- 
dise imports and exports, no other intervening factors — 

1 For a detailed examination and careful analysis of the figures see the papers on 
the " Balance of Trade of the United States " in the Review of Economic Statistics for 
July, 1919. 
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the first phase in the operations would be an outflow of 
specie from the lending country. That country would 
tend to have prices and incomes lower than before, or, 
what comes to the same thing, prices and incomes re- 
maining low if in the world at large the movement 
should happen to be upward. The reverse tendency 
would appear in the borrowing country. The double 
change would have the effect of stimulating the move- 
ment of goods from the lending country and bringing 
about an excess of exports over imports. The stimulus 
to merchandise exports might take place in even more 
direct fashion, through the circumstance that the bank- 
ing and financing houses might be interested also in 
enterprises manufacturing for export. The details of the 
possible variants of these comparatively simple transac- 
tions need not detain us here. Suffice it to say that the 
trend toward increasing merchandise exports from the 
lending country and toward a " favorable " balance of 
trade is a familiar phenomenon. Indeed, it appears in 
actual experience even more promptly and unmistak- 
ably than the theoretical analysis might lead one to 
expect. The characteristic to which attention is to be 
directed here is that the foreign demand for goods follows 
the loans, or at best accompanies the loans, and that the 
primary moving impulse is the loan itself, the foreign 
demand for exports being a consequence or accom- 
paniment. 

In the operations which we are here following, how- 
ever, the case is different. The moving cause in this 
case was the initial and enormous demand for American 
goods. The loans were consequence, not cause. The 
stage preceding the loans, and subsequently affected by 
them, was not a stage of equilibrium, but one of great 
excitement and instability — abnormal foreign demand, 
inflowing gold, rising prices. The loans caused no out- 
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flow of specie; they served first to check in some degree 
the inflow of specie and in the end to prevent it com- 
pletely. They were at no time either followed or accom- 
panied by a tendency to lower prices in the lending 
country. Their effect was only to stay the tide of rising 
prices. In other words, the theoretical analysis which 
would be applied to the ordinary or normal conditions 
must, in this case, be supplemented by taking account 
of a complicating circumstance — an almost insatiable 
demand for the exports of the United States. And it 
was in consequence of that demand that the United 
States came to be a lending country. 

The forces were not only complex; they were also 
enormous in volume. The ordinary mechanism of ad- 
justment proved quite inadequate for regulating this 
cataclysmic overturn. It was simply impossible to find 
anywhere in the world means of remittance, of the usual 
kind, sufficient in amount to provide payment for the 
exports demanded from the United States. The ortho- 
dox analysis of the case is that an excess of exports will 
be paid for by inflow of specie, continuing until changes 
in prices lead to the reestablishment of equilibrium. 
But nothing of this kind was possible. If the gold flow 
into the United States had been allowed to continue 
until it thus came automatically to an end, all the avail- 
able gold in allied countries would have been carried to 
the United States, and yet without bringing its own 
remedy. Here, as in so many other cases, time is of 
crucial importance. If the process had been spread 
over a decade or two, the results contemplated by theory 
would presumably have come about. Given time 
enough, prices and merchandise imports and exports 
would have shifted in the predicted way. But so enor- 
mous a movement, concentrated in so short a period, 
was quite beyond the capacity of the ordinary channels 
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of commerce and trade. It would not be accurate to say 
that in such case economic theory breaks down. The 
case was simply so extraordinary both in volume and in 
character as never to have been contemplated in theory. 

A word now as to the causes of the rise in prices which 
in this case preceded the international loans, and, as has 
just been noted, was checked by the loans. Two periods 
are to be distinguished; first, that of loans financed by 
banking houses; and second, that in which the loans 
were financed by our government itself. 

During the first stage the underlying cause of the 
rising prices was the inflow of gold. In the course of the 
calendar years 1915 and 1916 a round billion of dollars 
in gold was imported. I need not enter here on the 
thorny questions concerning the precise way in which 
such an inflow affects prices. One may freely admit 
that a rise in prices might have taken place without it, 
and also that even with it an immediate rise in prices 
would not necessarily appear. But all will agree that 
the great influx of specie during 1915 and 1916, the con- 
sequent redundance of bank reserves, and the ease with 
which the Federal Reserve System was enabled to bring 
about an increase both of bank deposits and of notes, 
made possible a rise in prices that would otherwise have 
met with serious obstacles. And the accumulation of 
specie which took place during this first period served 
also to make possible the continuation and enhance- 
ment of the rise which marked the second period. The 
enormous loans of the government, connected as they 
were with mounting bank loans and bank deposits, led 
to unmistakable inflation. That term is perhaps not 
fairly applicable to the first period, when " natural " 
events, not government action, constituted the main 
heightening force. Certainly during the second period, 
when the successive loans of the government had such 
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far-reaching effects in the business and financial world, 
there was plain inflation. And that inflation could 
hardly have taken place to so great an extent but for the 
preceding inflow and accumulation of specie. It was 
this which encouraged the Federal Reserve Board to go 
ahead and substitute reserve notes for government 
notes, and to sanction without hesitation the ever- 
increasing volume of bank operations. If the first stage 
had come to an end without further developments — if, 
for example, the war had ceased in the spring of 1917 
and the United States had never been called on to enter 
it — the lending process, if continued by private 
agencies, might have served to check the tide of rising 
prices in the United States. As matters turned out, the 
second stage, during which the United States entered 
the war and itself financed the international loans 
through great domestic borrowings of its own, was 
characterized not by any maintenance of prices at the 
level at which they then stood, but by an accelerated 
and accentuated upward movement. And that upward 
movement, it need not be said, did not cease with the 
armistice and the cessation of military operations. The 
government's loans to the Allies and the peoples of 
Europe continued, and further internal loans were forth- 
coming. 

Through it all, from the beginning of the lending 
operations in 1915 to their close, what we really did was 
to buy from each other. It is common to speak of our 
enormous exports and of the enormous foreign demand 
for our exports as if these were causes of prosperity. 
The plain facts are that the foreign demand for our ex- 
ports and the foreign payment for our exports were all 
on paper. True, the foreigners must have the goods 
and must pay for them. But the wherewithal to pay 
for them was furnished to the foreigners by our own 
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people. In effect the payments were made by one set of 
our own people to another set. All that the foreigners 
really did was to send us certificates of indebtedness in 
one form or another — promises to pay, which will have 
an influence on the substance of our international trade 
only in the years to come. 

This state of things cannot persist. The process of 
ever-repeated loans will inevitably come to an end. 
With it the enormous excess of exports over imports 
will come to an end. No rational person can suppose 
that such an abnormal state of international trade as we 
had in 1916-19 can continue indefinitely. An overturn 
must come. It may come with something of a crash 
and with the familiar accompaniments of a commercial 
crisis. We may fairly expect, however, that the Federal 
Reserve System, now well developed and well estab- 
lished, will serve to prevent any such complete collapse 
of the credit structure as in former times marked the 
beginning of a new economic cycle. But it is difficult to 
see how the ordinary accompaniments of such an over- 
turn are to be avoided. We may expect a fall in prices 
and in stock exchange securities, industrial depression, 
declining prices, and declining incomes. He would be 
rash who would venture to predict how great or how long 
would be the depression, how considerable the fall in 
prices. It is hardly to be supposed that a range of prices 
as low as that of the pre-war period will be reached for a 
long time to come. But all indications are that we shall 
find ourselves below the maximum of the present and 
immediate past. An essential and conspicuous part of 
the change will be the readjustment of international 
trade, the cessation of the artificial and necessarily tem- 
porary preponderance of exports, and a shift both in 
imports and exports such as to bring about something 
like a normal situation. 
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III 

What now will this readjusted and more normal con- 
dition of international trade prove to be ? Prediction, 
or rather speculation, will best proceed by comparing 
the several factors which entered into our international 
trade before the war with the same or similar factors as 
they may be expected to operate during the years to 
come. 

The continuing excess of merchandise exports over 
imports during the pre-war period is again a familiar 
phenomenon. A large "favorable" balance was main- 
tained continuously for the forty years from 1873 to 
1913. It served to meet the various obligations which the 
people of the United States incurred to those of foreign 
countries. What was substantially a state of equilibrium 
had been attained. The merchandise transactions 
served to equalize payments without any sustained flow 
of specie in one direction or the other. The movement 
of gold was merely such as to meet the fluctuations 
which must appear in individual years, and left the 
supply of the United States untouched except so far as 
it was increased by the accumulation of the domestic 
output from the mines. We need not stop to inquire 
how far this equilibrium was arrived at through the 
process which the orthodox theory of international 
trade describes. For myself I believe in the main that it 
was so reached. But reached it was, as fully as is likely 
to be the case for any considerable period. The ques- 
tion before us is what new sort of equilibrium may be 
expected during the period to come. Allowance must 
always be made for fluctuations or irregularities in 
individual years; we are concerned with the general 
trend. 
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The main " invisible " items which affected our inter- 
national trade and international payments during the 
pre-war period were four; tourists' expenditures, immi- 
grants' remittances, freight charges, and interest and 
profits payable to foreigners. What can be said of the 
probable increase or decrease of these several items in 
years to come ? 

Tourists' expenditures seem likely to become larger. 
During the pre-war period it was supposed that they 
amounted to an average of about $150,000,000 a year. 
With the growth of wealth and population they would 
be likely to increase under any circumstances. For 
some years to come they would seem likely to increase 
at even more than the normal rate. During four years 
no tourists have gone abroad; there is an accumulation 
of persons looking forward to a first trip or to a repeti- 
tion of previous trips. A wish to see the sites of war will 
add to the exodus. No doubt the greater or less activ- 
ity of business and the greater or less prosperity depend- 
ent upon business changes will cause the movement to 
fluctuate from year to year. But on the whole it may be 
expected to be substantially larger than in the past. 
There will ensue a consequent need of increasing 
remittances to foreign countries. 

A similar tendency may be expected in remittances 
made by immigrants. These were an astonishingly 
large item during the decade preceding the war. The 
annual amount sent out was something like $200,000,- 
000 a year. In the popular mind this was conceived as 
so much cash and was spoken of (in that mercantilist 
fashion which it seems impossible to uproot) as the loss 
of so much wealth to the country. In effect it meant 
that the Italians, the Irish, the Poles, and the Greeks 
supplied the wherewithal for buying American cotton 
and grain and iron and copper — goods which were ex- 
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ported and the proceeds of whose sale abroad enabled 
payments to be made to the relatives in the far-distant 
countries. That process probably will be resumed and 
enlarged, at least for some years to come. The United 
States will be more prosperous than European countries. 
The call for aid from relatives and parents will be more 
appealing than ever. 

It must be admitted, however, that prediction in this 
matter is rash. Now that the illiteracy test is in effect, 
the bird of passage immigrant will be a less important 
figure than before, and less will be taken home by his 
kind than was formerly the case. The same factor will 
militate against another type of remittance, namely, 
that by which " money " was sent abroad for enabling 
relatives to join those already established here. Perhaps 
too the return movement of those immigrants who, tho 
not birds of passage in the strict sense, nevertheless 
return to the old country with their earnings after 
having sojourned in the United States for a number of 
years, will be less in consequence of the uneasy condi- 
tions likely to prevail on the Continent for some years 
to come. Stable political and social conditions in 
Europe, on the other hand, will tend to make this move- 
ment larger. Everyone is at liberty to make his own 
guess. It is quite within the bounds of possibility that 
after all this factor during the next ten years will prove 
to be not of greater quantitative importance than before 
the war, but of less. 

Next as regards shipping. The case here is clearer. 
The United States has embarked on a great scale in 
shipping enterprises, and for some years freight charges 
will no longer constitute a debit item. Probably they 
will also not constitute a credit item. Our imports and 
exports will not be carried exclusively in American ships; 
they will be carried both in American and in foreign. 
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On this score accounts will probably balance. Some- 
thing will need to be paid by us to foreign countries 
on freight account, and something will be received by 
American shipowners on that account. The two sides of 
the item will approximately balance. At all events, no 
such debit charge as that of pre-war times will have to 
be met. 

Most predictable of all is the nature of the change that 
will take place in the interest and profits account. Here 
something like a complete reversal would seem to be 
inevitable. In the oft repeated phrase, the United 
States is no longer a debtor country but a creditor coun- 
try. The remittances on this score will be prepon- 
derantly to the United States, not out of the United 
States. But the quantitative result is impossible to 
gauge. Unquestionably there will be a sharp reduction 
in interest remittances from the United States to foreign 
countries, perhaps so great as to amount virtually to 
complete cessation. The remittances on the other hand 
from Europe to the United States on interest account 
will be heavy. The great items will be those arising 
from public remittances — from the loans which Eu- 
ropean governments have contracted, whether to our 
own government or directly to our investing public. 
The possibility cannot be excluded that the interest 
charges due to our government may be postponed, con- 
ceivably even forgiven entirely. But the balance on 
interest account, whatever its amount may be, will cause 
remittances to be made to the United States, not from 
the United States, and therefore will tend, so far as this 
item is concerned, to bring an excess of merchandise 
imports and no longer an excess of merchandise exports. 

A further item to be considered is the international 
movement on capital account. Before the war the 
United States was still, on the whole, a borrowing coun- 
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try. It is true that the process of making investments 
abroad, more particularly in non-European countries, 
had already set in. But the net transactions on capital 
account had been such as to leave the United States 
a borrowing country, and to make this item a credit 
one in our international account. A common popular 
fallacy on this score is that a " borrowing " or " debtor " 
country necessarily has an excess of exports, a lending 
or " creditor " country an excess of imports. Such is the 
case, as needs hardly be said to the conversant reader, 
only when a country has been in the creditor position 
for a prolonged period, even for generations. During 
the earlier stages of lending or of being a creditor coun- 
try, the effect on international trade is precisely the 
reverse of that so often assumed in popular discussion. 
During this earlier stage the lending country has an 
excess of exports, the borrowing country an excess of 
imports. Only when, as in the familiar cases of Great 
Britain and France during the last half of the nineteenth 
century, the processes of lending and borrowing have 
been maintained for many years, does the creditor coun- 
try show a balance of merchandise imports; and only 
when the borrowing country has been a borrower for a 
long period, does it have a balance of merchandise 
exports. 

Obviously the recent changes of the United States in 
this regard have been quite extraordinary and unprec- 
edented. We have jumped during the short period of 
three years from one position to another quite the re- 
verse. A shift which would be expected to require at 
least a generation has been made in a triennium. There 
has been a sudden reversal, not a gradual transition. 
Now that the main shift has taken place, there may be 
complementary changes, and more especially a flow of 
investment and consequent remittance to foreign coun- 
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tries. Standing alone, such remittance on capital ac- 
count would lead to an excess of merchandise exports 
from the United States. Side by side with it, however, 
will be the process of remittances to the United States 
from foreign countries on interest account. What will 
be the quantitative balance between the two no one can 
venture to predict. I do not myself look forward to so 
vast or rapid increase in American investments in 
foreign countries as do some of our financial writers and 
experts. It is obvious that the process cannot possibly 
be maintained on anything like the scale of the last 
year or two, nor can it lead to merchandise exports on 
the same scale. The most that can be expected from our 
becoming a lending country is a partial offset to the 
other side of the account, namely that by which interest 
and profits will have to be remitted from foreign coun- 
tries to our own shores. 

Speculative as must be the outcome for each of these 
four items, the final outcome for our international trade 
as a whole necessarily is still more speculative. The 
best guess would seem to be that the United States will 
maintain an excess of merchandise exports, but not so 
great an excess as that which characterized the twenty 
years preceding the war. We shall have a favorable 
" balance of trade," but one not so favorable as before. 
Our prosperity boomers will not be able to speak so 
unctuously of our great reserves of credit abroad and 
our great accumulations of resources. Needless to say, 
there will be marked variations from year to year. There 
will be the recurring seasonal fluctuations in the crops, 
and there will be shifts in financial and industrial con- 
ditions. Very possibly some years will show an excess 
of imports, others an unusual excess of exports. Look- 
ing over the ten years from 1920 to 1930 the outlook is 
for some continuing excess of merchandise exports over 
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merchandise imports. But it would seem impossible 
that the annual excess should be on the average at all so 
great as that of the decades preceding the war. In the 
end — supposing no new factors to enter before this 
final stage is reached — the accumulation of interest 
payments will bring about an excess of imports. 



IV 

Still another set of questions arises. What may be ex- 
pected to be the course of prices in the United States, 
and what the course of money incomes ? 

First, the theory of the matter. In general it is to be 
expected that during a process of expanding imports a 
country will have prices relatively high. It is only when 
the conditions for sale within a country are favorable 
that imports can be expected to enlarge. Conversely, a 
process of expanding exports may be expected to be 
coincident with a period of prices relatively low. Ex- 
ports obviously are promoted when the conditions 
within a country are favorable for purchase. 

These general statements need a word of explanation. 
The terms " high prices " and " low prices," when 
used in this connection, have reference to previous con- 
ditions within the same country, and make no compari- 
son with other countries. An increase of imports in a 
given country is induced by prices higher than they were 
before in that country; which does not necessarily 
mean a range of prices higher than elsewhere. Increas- 
ing exports, conversely, are stimulated by prices lower 
than they were before in the same country; which again 
does not necessarily mean that the general range of 
prices in that country is lower than elsewhere. It is 
obvious that the prices of the particular articles that 
enter into international trade — they may be styled the 
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" international commodities " — whether they be im- 
ported or exported, will be substantially the same 
(barring transportation charges and customs duties) 
throughout the several trading countries. Their move- 
ment from one country to another will be affected by the 
general course of other prices and of money incomes 
within the several countries. This course will be upward 
or downward within each country, both for the inter- 
national commodities and for those solely within the 
range of domestic transactions, in sympathy with the 
general conditions of international trade. A general 
upward swing tempts imports ; a downward swing stim- 
ulates exports. True, the inflowing imports operate to 
check the rise, but they continue until it is checked. 
And conversely, while the outgoing exports operate to 
check the fall, they continue until the check does come. 

Lending pperations, alone and by themselves, signify 
a tendency to increasing exports induced by prices com- 
paratively low. Borrowing, on the other hand, means 
in the same way a tendency to increasing imports in- 
duced by prices comparatively high. " Alone and by 
themselves " — in this sense and subject to this restric- 
tion the propositions hold good. A country whose trade 
has been in equilibrium, which starts on a lending 
career, and in which no other new factors affect the 
situation, must make remittances to foreign parts, and 
soon will reach the stage of effecting them through the 
export of goods. A country which under similar con- 
ditions starts on a borrowing career will soon reach the 
stage of increasing imports tempted by rising prices, 
and will soon have an " unfavorable " trade balance. 

Consider now the way in which these opposite trans- 
actions formerly took place in the United States, and 
the way in which they are likely to take place in the 
future. During the pre-war period the United States 
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still was a borrowing country. Thereby it was under 
the influence of a factor which, so far as it went, pro- 
moted advancing prices and imports. On the other 
hand, as has already been explained, during this same 
period there were preponderant other factors, among 
them the accumulated interest on old loans, working in 
the opposite direction. Our borrowing, at all events, 
may now be expected to cease. If there be new transac- 
tions on capital account, they will be rather in the op- 
posite direction. The fresh loans will be from the 
United States, not to the United States. And yet in 
this reversed case, the net outcome of international 
financing is likely again to be that other factors will out- 
weigh and completely counteract the new transactions 
on capital account. Just as interest remittances from 
the United States on account of past loans had offset the 
pre-war borrowing, so interest remittances to the United 
States will probably offset post-war lending. So rapid 
and enormous have been the loans of the war period that 
the interest remittances one way are likely to exceed the 
capital remittances the other. The net outcome of the 
international lending in both cases proves to be such as 
to cancel the effect which borrowing alone would have. 
The balance, as regards this connected pair of opera- 
tions, will be the other way from what it was before the 
war. International credit operations will tend to rising 
prices and swelling imports. 

In other words, the extraordinary overturn in credit 
relations means the disappearance of what was formerly 
an export-inducing factor. Remittances will no longer 
have to be made in anything like the volume of pre-war 
times from the United States to Europe on account of 
interest and profits derived from foreign investments in 
this country. The only way in which international 
financing might continue to work in this same direction 
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would be through large fresh loans on capital account 
from the United States to European countries; in other 
words, through a reversal of our position not only on 
income account, but on capital account as well. I have 
already expressed my skepticism with regard to the com- 
mon expectation that loans will be made by the United 
States on a great scale during the immediate future, — 
no longer for purposes connected with the war but for 
the ordinary purposes of investment. Doubtless there 
will be a considerable flare-up of such advances during 
the first stage of post-war dealings ; thereafter probably 
a slackened movement. No one can predict what pro- 
portions transactions of this kind will assume. In their 
absence, or in the event of their assuming no vast di- 
mensions, the outcome of the sudden change from a 
debtor to a creditor position, through its combined 
influence on principal and interest, will be, to repeat, 
in the direction of increasing imports and rising prices. 
The entire series of changes which thus result from the 
shift of the United States from a debtor to a creditor 
position are quite beyond the range of experience. In 
all past operations of the kind, such transitions have 
been spread over a period of many years, indeed over 
generations. With us the change has taken place 
abruptly. The corresponding change in our merchan- 
dise balance and in our general international balance 
has not yet been effected. The readjustment of inter- 
national trade to the new conditions must still be 
awaited. And this readjustment, which is the real and 
substantial one, cannot take place with the same abrupt- 
ness as the financial shift which is its impelling cause. 
Some years are likely to elapse before a new and fairly 
stable equilibrium of merchandise balances is reached. 
And during this period, it need hardly be said, new 
forces may enter or old ones may become stronger or 
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weaker. The ultimate outcome will be the result of 
many and interwoven factors. 

One element in the situation has an influence pecul- 
iarly difficult of prediction. This is the underlying and 
dominant one of the demand for international com- 
modities in the United States on the one hand, in foreign 
countries on the other. The foreign demand for our 
goods may become keener, our own demand for foreign 
goods less keen. Or precisely the opposite combination 
may appear: our demand for foreign goods may become 
keener and their demand for ours less keen. I suspect 
that during the pre-war period, and indeed throughout 
the period from 1873 to 1913, the foreign demand for 
our goods was not only great, but was tending to become 
greater year by year. It was this circumstance which 
seems to have made it comparatively easy for the 
United States to meet the heavy international debit 
charges of that period. During the war, further, the 
foreign demand for our goods was abnormal, almost in- 
satiable. And so it has remained also during the period 
immediately succeeding the war. But what will be the 
situation when the world once again settles down ? 
What is to be expected two or three years from now, 
what five or ten years from now ? It is certain that 
nothing like the demand of the war period is to be ex- 
pected under the conditions of peace. It would seem 
probable, in view of the industrial conditions to be fore- 
seen for the next decade or two, that there will be relax- 
ation as compared with the intensive demand of the 
pre-war period. European countries will go through a 
long and trying period of recuperation and economy. 
Their demand for American goods promises at most only 
to equal in intensity that of the pre-war period. On this 
score we can hardly expect a turn of events such as will 
offset the less unpredictable changes noted in the pre- 
ceding paragraphs. 
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When changes in the international movement of 
goods and money are spoken of, and the accompanying 
changes in price levels, the tacit assumption of eco- 
nomic theory is always that of an unchanged general 
level in the world at large. The actual course of events 
during the pre-war period obviously had been out of 
accord with any such assumption. Reasoning based 
upon it was in need of modification before it could be 
applicable to the situation of the past, and needs to be 
no less modified to be of service in forecasting the future. 

During the first years of the present century, prices 
were moving upward the world over. In such a time, 
currents of international trade which under stable con- 
ditions would have led to a fall in prices in a given coun- 
try might serve simply to maintain the existing level in 
that country. The same currents would then lead to an 
intensified upward movement in other countries. Some 
such modification of the conditions assumed in ordinary 
theory seems to have been observable during 1900-13 
in the relations between tropical countries on the one 
hand and the advanced countries of the temperate zone 
on the other. In the former the general level of prices 
was comparatively little changed. In the latter the 
advance was marked, continuous, and rapid. 

The war itself now has brought a revolution in mone- 
tary conditions even more striking than that of the pre- 
war period. Not a country has escaped the throes of 
inflation. Not a country can escape the need of mone- 
tary readjustment. I see no reason to expect that the 
gold standard will be definitively abandoned. Much as 
has been said in favor of an international agreement for 
an entirely different monetary basis, nothing of the kind 
seems within the range of the practicable. The resump- 
tion of gold payments will be striven for everywhere. 
How soon and how completely it will take place on the 
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continent of Europe it is quite impossible to predict. 
But the expedients resorted to during the war are likely 
in any event to leave behind them as a residuum a much 
larger use of paper money than has been made in the 
past. The circulating medium of European countries 
will not again be permeated by gold to the extent that it 
was in former times in countries like Germany, France, 
and England. The net outcome of resumption and of 
movements in the direction of resumption is likely to be 
a range of prices below that of the war period itself, yet 
by no means as low as that of the pre-war period. A 
similar trend may be expected in the United States. 
A moderate process of deflation will set in — a weari- 
some adjustment to a somewhat lower monetary scale. 
In a general situation of this kind the influence of 
the international factors may be concealed; yet it will 
not be obliterated. The changes in international trade 
and international payments apparently will be such as 
would lead by themselves in the United States to in- 
flowing specie and rising prices. Modified as they must 
necessarily be by the monetary conditions at work 
through the entire world, their influence will rather be 
that of preventing the decline in prices from being as 
great as it would otherwise be. With resumption of specie 
payments in European countries and with a level of 
prices such as was reached in the United States during 
the war and maintained immediately after the war, we 
may expect an outflow of gold rather than an inflow. 
But that outflow will be less than it would have been 
had not the debit and credit items in our international 
transactions shifted so greatly. Prices may be expected 
to fall, and with them money incomes. They will not 
fall so much, however, as they would have fallen had the 
redistribution of the gold supply taken place under con- 
ditions similar to those of the pre-war period. We shall 
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not retain as much of that enormous accumulation of 
gold as we should have otherwise retained. But we shall 
keep a larger proportion than we should have kept under 
more normal conditions. We shall feel the influence of 
declining prices, but not as markedly as other countries 
will. 

F. W. Taussig. 

Harvard University. 



